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KEY ECONOMIC INDICATORS 


(In millions of U.S. dollars unless noted) 


Domestic Economy 
Population (millions) 


GDP, current dollars 

Per capita GDP, current 

dollars 

Real GDP growth, % change 

Consumer Price Index (1975= 

100) High Income Group 
Low Income Group 


Production and Employment 
Labor Force (000's) (1) 


Manufacturing Production (2) 
(1973=100) 
Government Deficit, % of GDP 


Balance of Payments 
Exports, (f.0.b.) 


Copper 
Imports, (c.i.f.) 
Trade Balance 
Current Account Balance 
Foreign Debt (year-end) 
Debt Service Ratio (3) 
Foreign Exchange Reserves 
Average Exchange Rate 
(U.S. $1.00=) 


U.S. - Zambia Trade 
U.S. Exports to Zambia 

(F.a.s.) 50.5 60.0 38.7 
U.S. Imports from Zambia 

skeet) 131.9 
U.S. Share of Zambian Exports 5% 15% 71% 9% 
U.S. Share of Zambian Imports 4% 15% 5% 
U.S. Bilateral Aid, FY 

Economic Assistance ares 41.5 50.0 Biwt 


Principal U.S. exports (1985): Mining equipment and spare parts. 


Principal U.S. imports (1985): Cobalt and copper. 


(1) excludes traditional agriculture. 
(2) excludes mining. 
(3) before debt relief. 


Sources: 


Monthly Digest of Statistics, Central Statistics Office; Report and 
Statement of Accounts, Bank of Zambia; International Financial 


Statistics Yearbook, International Monetary Fund; U.S. Department of 
Commerce, 





SUMMARY 


Zambia continues to experience serious economic and financial 
difficulties. Because of depressed world prices for copper (which 
historically have accounted for over 90 percent of export 
earnings), prolonged drought (1982-84), and internal management 
problems, Zambia's economy has been in severe recession for a 
number of years with rising unemployment, declining imports, and 
growing foreign debt. Beginning in late 1982, the government 
introduced a number of measures designed to address the country's 
economic plight. It restricted public spending, reduced 
government subsidies, improved farm producer incentives, 
liberalized the import licensing system, and devalued the 
currency, first by fiat and then through a foreign exchange 
auction system. Zambia also instituted in early 1986 a 2-year IMF 
structural adjustment program. 


Due in large part to the government's economic reform program, the 
Zambian economy grew 1.5 percent in real terms in 1985 and an 
additional 0.5 percent in 1986 after 3 years of decline. Capacity 
utilization in the manufacturing sector increased during 1986 to 
about 50 percent, and strong agricultural growth continued with 
the country reaching self-sufficiency in maize. While the reforms 
produced real growth in the economy, the process was subject to 
strong criticism for its negative effects, particularly the sharp 
depreciation of the currency and increased inflation. Because of 
its perceived failure, the government in mid-1987 abandoned the 
IMF-sponsored program and reversed many of its earlier policy 
decisions. The auction system has been dropped in favor of a 
fixed exchange regime, and interest rates and maximum prices are 
controlled. The government has also limited debt-service 
payments. Zambia's foreign exchange earnings fell again in 1986 
as copper prices remained low and production continued to 

decline. The decline in export earnings and continued large 
debt-service obligations led to another drop in the level of 
imports. The short-term outlook is extremely poor. Over the 
long-term, prospects will depend on Zambia's ability to reduce its 
dependence on the mining sector and increase development of its 
agriculture and manufacturing sectors. 


While parastatals dominate the economy, the Zambian parliament 
passed new investment legislation in 1986 designed to encourage 
both domestic and foreign private investment. The current state 
of the economy and recent policy changes, however, make trade and 
investment difficult. Best sales prospects are mining and 
agricultural equipment. 
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Current Economic Situation and Trends 


Zambia has faced serious economic problems since the mid-1970's 
due to a sustained drop in copper prices, declining copper 
production, petroleum price increases, and global inflation. The 
rapid deterioration in the country's terms of trade, due to the 
collapse of the copper market and the government's failure to make 
real adjustments in the economy, has led to large imbalances in 
the external account, budget deficits, and a sharp drop in 
investment and savings. As a result, real growth in the Zambian 
economy has been stagnant for the last decade. Real GDP in 1986 
stood slightly below GDP 10 years earlier, while a population 
growth rate of over 3 percent has brought about a decline in real 
per capita GDP of more than 25 percent during the same period. 


Economic Reform. Beginning in late 1982, the government 
introduced a number of measures designed to deal with the 
country's economic plight. It restricted spending, improved 
agricultural producer incentives, decontrolled most prices, and 
devalued the currency. These initial steps proved insufficient to 
arrest the economic downturn. By 1983, Zambia had accumulated 
massive external debt and arrears and was forced to seek 
rescheduling of its debt-service commitments. In a further effort 
to revive the ailing economy, Zambia embarked in the fall of 1985 
on a radical economic restructuring program. 


The centerpiece of the reform effort was the introduction of an 
auction system to allocate foreign exchange by market forces and 
to determine the exchange rate. The government also liberalized 
the import licensing system, decontrolled interest rates, and 
introduced a number of austerity measures to control the budget 
deficit. In February 1986, Zambia signed a 2-year stand-by 
agreement with the IMF to support its restructuring program. Debt 
reschedulings with the Paris and London Clubs were also 
concluded. Due in large part to the reforms, the Zambian economy 
grew by 1.5 percent in real terms in 1985 and another 0.5 percent 
in 1986 after 3 years of decline. 


While the economic reforms introduced over the last several years 
led to real growth in the economy, the reform process was subject 
to strong criticism for its perceived negative aspects, 
particularly the sharp depreciation of the kwacha and increased 
inflation. The kwacha declined in value following the 
introduction of the auction from K2.25 per U.S. dollar to an 
average of K18 per U.S. dollar during April 1987. Inflation, 
which for the first half of the 1980's had average 17 percent, had 
climbed to an annual rate of over 55 percent by mid-1986 due to 
the decontrol of prices and the government's failure to control 
the budget deficit and monetary growth. 
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Because of its asserted failure, the government on May 1 abandoned 
the IMF-sponsored economic reform program in favor of a program of 
its own design and introduced a number of important changes in 
economic policy. All of the new policy measures bring more state 
control to the economy. The foreign exchange auction system has 
been dropped for a fixed rate regime, with the exchange rate 
currently set at K8 per U.S. dollar. 


Allocations of foreign exchange are made by a government committee 
based on a set of published priorities. Interest rates are 
controlled by the Bank of Zambia, and maximum prices are set by 
the Prices and Income Commission. The government also has limited 
debt-service payments to 10 percent of net export earnings after 
the requirements for Zambia's mining and fertilizer industries, 
petroleum purchases, and airline are met. Other measures to 
control the outflow of foreign exchange include the modification 
of foreign exchange retention provisions for nontraditional 
exporters, reduction of the maximum expatriate inducement 
allowance, restrictions on new educational remittances, and 
withdrawal of holiday allowances. 


Balance of Payments. Zambia faces an extremely difficult 
balance-of-payments situation. Export earnings have declined 
steadily since the early 1970's in both nominal and real terms. 
Total exports in 1986 were $716 million against $814 million in 
1985. Copper exports, which account for approximately 85 percent 
of export revenues, have declined from an average of 670,000 
metric tons (mt) in the 1970's to 463,000 mt in 1985 and 436,000 
mt in 1986. In addition, over the last 15 years, the price of 
copper has fallen 60 percent in real terms. While cobalt exports 
increased from 3,869 mt in 1985 to 4,730 mt in 1986, weak prices 
during the year contributed to the overall decline in foreign 
exchange earnings. The drop in copper exports has been marginally 
offset by the growth of other exports, particularly a narrow range 
of agricultural products and manufactures, but export 
diversification was constrained until 1986 by an overvalued 
exchange rate. 


The decline in foreign exchange earnings and large debt-service 
obligations have severely constrained Zambia's capacity to 

import. The real level of imports has declined steadily since 
1981. Imports in 1985 totaled $752 million and an estimated $742 
million in 1986. While total imports have fallen, the import 
pattern has changed significantly. With the opening of the 
transportation route to the south following Zimbabwe's 
independence, South Africa replaced the United Kingdom as Zambia's 
leading source of imports. South Africa accounted for over 20 
percent of imports in 1985 and an even higher percentage in 1986. 
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The prolonged imbalance in Zambia's external account has produced 
a massive debt-service burden. Total debt stands at an estimated 
$5 to $6 billion with debt service requirements in 1986 before 
debt relief reaching nearly 100 percent of export earnings. The 
debt-service problem is compounded by the existence of short-term 
commerical arrears totaling about $500 million. Debt 
reschedulings in 1983, 1984, and 1986 brought modest relief; 
however, Zambia will need significant debt relief in the future if 
its economy is to achieve sustainable economic growth. 


Outlook. The near-term outlook for Zambia is extremely poor. 
Copper prices are not expected to rise significantly over the next 
few years, and heavy debt-service requirements will burden the 
economy for many years. An overvalued exchange rate and negative 
real interest rates will hold back export diversification and 
investment. The government must also contain the budget deficit 
if inflation is to be reduced. Over the long term, Zambia's 
economic future will depend on its ability to reduce its 
dependence on the mining sector by moving toward increased 
agricultural development and a manufacturing sector that is more 
labor intensive and domestic resource based. Improvement in the 
efficiency of the parastatal system and provision of greater 
incentives for private sector development will also be key 
elements in the economy's future outlook. 


Mining. Since the 1930's, Zambia's economy has been heavily 
dependent on mining. Zambia is the world's fifth largest producer 
and second largest exporter of copper and the second largest 
producer and exporter of cobalt. The mining sector is the primary 
determinant of Zambia's economic and financial performance. In 
recent years, this sector has contributed approximately 15 percent 
to Zambia's overall GDP. Minerals accounted for over 90 percent 
of the country' export earnings in 1986. Depressed copper prices, 
together with rising production costs and reduced productivity 
(copper production has declined from 721,000 mt in 1976 to 459,000 
mt in 1986) due to lack of capital investments, have significantly 
reduced foreign exchange earnings and depressed the economy. Due 
to an increase in capacity, cobalt production increased from 2,400 
mt in 1983 to approximately 4,300 mt in 1985 and 1986. Production 
is expected to continue at around 4,000 mt annually. 


Several measures have been initiated to revive copper production. 
Through consolidaion of operations, Zambia Consolidated Copper 
Mines (ZCCM) has been able to lower its production costs in recent 
years and make reductions in the total labor force. In addition, 
a new plant to extract copper from tailings at well below current 
costs became fully operational during 1986. To assist the 
rehabilitation of the mining sector, the government agreed to 
allow ZCCM to retain some of its foreign exchange earnings to 
rebuild its heavily depleted stock of mining equipment and spare 
parts. Because of the overall foreign exchange shortage, ZCCM has 
retained substantially less of its allocated share of export 
earnings. (The ZCCM allocation target in 1986 was 
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$320 million, but this was not met.) 2ZCCM has recently prepared a 
comprehensive production and investment program for the 
rationalization of its mining activities, which should improve 
production and efficiency. With sufficient foreign exchange and 
the tailings leach plant, Zambia's copper production could be 
stabilized at around 500,000 mt annually. Major rises in copper 
production, however, are not anticipated and significant 
production declines are likely to occur again in the future. 


Agriculture. Agriculture is the main livelihood of over half of 
Zambia's population, but through 1984 agricultural production 
accounted for less than 15 percent of the nation's GDP and only 
about 1 percent of total export earnings. Maize (corn) is the 
principal cash crop as well as the staple food. Other main crops 
are wheat, paddy rice, groundnuts, soybeans, tobacco, cotton, 
Sugar, and sunflower seeds. The agricultural sector has suffered 
in the past from government insistence on low producer prices to 
hold down the price of food for the heavily urbanized population 
and from difficulties in the availability and distribution of 
credit and inputs such as spare parts, seeds, and fertilizer. 
These problems have been compounded in recent years by drought and 
the shortage of foreign exchange. 


Since 1980, the government has been pursuing a strategy designed 
to increase agricultural production and reach self-sufficiency in 
food production. This strategy includes raising producer prices 


to economic levels, promoting agro-industries (especially for 
export), increasing allocations for rural infrastructure, 
divesting the National Agricultural Marketing Board (NAMBOARD) of 
many of its functions in favor of agricultural cooperatives and 
the private sector, and improving extension and research 
services. Although below average rainfall in 1982-84 reduced 
normal yields, a combination of improved weather and greater 
incentives to farmers has brought substantial increases in 
agricultural production in recent years. Agricultural value-added 
grew an average of 7.7 percent annually in 1983-85, and the 
sector's contribution to GDP climbed to over 17 percent in 1985. 


For the crop year 1985/86, marketed maize production increased 
Significantly to 10.2 million 90 kilogram bags, compared to 7.2 
million bags the previous year. With this level of output, Zambia 
achieved self-sufficiency in maize for the first time since the 
1970's. Other crops showing significant increases are groundnuts, 
wheat, cotton, tobacco, and paddy rice, Further producer price 
increases for the 1986/87 crop year encouraged increased 
plantings; however, poor rainfall, particularly in the southern 


half of the country, has reduced significantly projected 
production. 
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Zambia has potential for major increases in agricultural 
production. Only about one-fifth of an estimated 60 million 
hectares of arable land is cultivated. 


Manufacturing. Zambia is one of the most industrialized countries 
in sub-Saharan Africa. Manufacturing has contributed just over 20 
percent of GDP in recent years and is primarily engaged in 
producing for the domestic market. Manufactured exports such as 
cement, molasses, copper cable, and grey cloth, account for less 
than 2 percent of total exports. The main emphasis has been on 
consumer rather than intermediate products, with food processing 
and beverages being the major manufacturing activity. Other areas 
of importance include textiles, chemicals (including 
fertilizers), petroleum refining, and fabricated metal products. 
Most manufacturing in Zambia is undertaken by parastatal 
enterprises. 


The manufacturing sector depends heavily --over 50 percent of 
inputs-- on imported raw materials, components, and equipment. 
Its performance has been stagnant since 1973, primarily due to 
shortages of imported raw materials and intermediate goods, and 
until recently, price controls. Due at first to the decontrol of 
most prices and later to the improved availability of foreign 
exchange through the auction, manufacturing grew an estimated 9 
percent in 1985 and growth continued into 1986. Although capacity 
utilization climbed to about 50 percent, output in 1986 remained 
only slightly above that of 10 years ago. The return to 
administrative allocation of foreign exchange and price controls 
will hinder further manufacturing growth. 


Transport. As a landlocked country, Zambia is dependent on 
external transportation routes. Currently, Zambia depends on road 
and rail routes through Zimbabwe and Botswana to ports in South 
Africa and through Tanzania to the port of Dar es Salaam, 
Operational and management problems along the Tanzania-Zambia 
Railway and chronic congestion at the port of Dar es Salaam 
present continuous problems. With Zimbabwe's independence in 1980 
and the reopening of the southern route, this transportation link 
took on increased importance, particularly for.imports. Over the 
last 2 years, however, the regional political situation has led to 
an increased emphasis on the port of Dar es Salaam as both an 
import and export route. In 1985, Dar handled 41 percent of 
Zambia's imports, excluding crude oil, while the southern route 
carried about 57 percent of imports. On the export side, 70 
percent of Zambian exports were shipped through Dar in 1985 and 22 
percent through South African ports. These figures represent an 
increasing reliance on Dar, with a corresponding decrease in 
dependence on the southern route. In March 1987, the Ministry of 
Mines stated that Zambia had ceased shipping copper through South 
Africa. 
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Major efforts to restructure, rehabilitate, and improve the 
transport infrastructure of southern and eastern Africa are under 
way under the aegis of the Southern African Development 
Coordination Conference (SADCC) and with the assistance of many 
bilateral and multilateral financial institutions. Zambia should 
be one of the principal beneficiaries. Internally, almost all of 
Zambia's industries, commercial agriculture, and major cities are 
located along the railroad network, especially Zambia Railway's 
north-south route. Highway infrastructure is extensive relative 
to most African countries. Maintenance, however, has lagged 
behind requirements, and much of the network is in need of 
repair. All major cities are connected by Zambia Airways' 
domestic service; Lusaka and Ndola, the main copperbelt city, have 
international airports. 


Energy. Zambia has no known economically viable deposits of 
petroleum; however, two American companies are currently 
conducting petroleum exploration programs. Zambia is 
self-sufficient in coal and a net exporter of hydroelectric 

power. Since 1980, Zambia has gradually increased its use of 
hydroelectric power while reducing its dependence on petroleum 
products. Domestically based hydroelectricity provided 71 percent 
of Zambia's total energy supply in 1985, coal contributed another 
10 percent, and about 16 percent came from imported oil. 
Hydroelectric power is supplied from Kariba Dam and Kafue Gorge 


Dam in southern Zambia. Imported crude oil is transported to 
Zambia from Dar es Salaam by a 1,700 kilometer pipeline and 
refined in Ndola. The pipeline is in poor condition, and a 
rehabilitation program is under way with World Bank funding. 
Solar power has some untapped potential. 


The Role of the Private Sector. Although Zambia has a mixed 
economy, parastatal firms dominate most sectors of the economy. 
Parastatals account for over 50 percent of Zambia's GDP and 90 
percent of foreign exchange earnings each year. The vast majority 
of parastatals fall under one state company, the Zambia Industrial 
and Mining Corporation Limited (ZIMCO). The most important 
component of ZIMCO is Zambia Consolidated Copper Mines, which is 
60 percent state owned. ZIMCO also includes most energy 
industries (TAZAMA pipeline, Indeni refinery, BP and AGIP, Maamba 
Collieries, and Zambia Electricity Supply Corporation), the 
transport industry (United Bus Company, Contract Haulage, Zambia 
Airways, and Zambia Railways), the major hotels, wholesale and 
retail food and drug distributors, Zambia State Insurance 
Corporation, a commercial bank, the fertilizer plant, breweries, 
saw mills, plantations, automobile assembly and spare parts, glass 
works, and many other industries. Many of these were nationalized 
following independence in 1964 and have a de facto monopoly over 
much of the Zambian market. Where the private sector is allowed 
to compete with parastatals, it is often at a disadvantage 
vis-a-vis the treatment accorded the latter. 
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Zambia's economic decline is partly the fault of the country's 
parastatal system, which with some exceptions, has not functioned 
efficiently. In recent years, however, government leaders have 
increasingly recognized the inefficiencies and high costs of 
public sector domination of the economy and are encouraging 
parastatals to be more efficient. Private foreign investment and 
Management expertise are involved in a number of parastatals, 
although the government maintains majority control in all 
parastatals with very few exceptions. A few financially troubled 
parastatals have closed, and the government is seeking private 
sector participation in others. In early 1987, a major American 
food processing firm signed a memorandum of understanding to 
acquire 49 percent of a parastatal edible oil firm. There are no 
plans to sell parastatals entirely to the private sector. 


Despite the dominant role of parastatals, the private sector plays 
a vital role in the Zambian economy. Private firms are 
particularly active in the construction and highway transportation 
industries, the financial sector, and in commercial agriculture. 
Parliament passed in 1986 new investment legislation which 
contains several specific incentives, including tax breaks and 
foreign exchange retention provisions, to enhance private 
investment. The new legislation is particularly attractive for 
export-oriented, high domestic content, or rural-based 
investments. Over the last 2 years, foreign investors have shown 


renewed interest in Zambia; however, the recent economic policy 
chances will dampen that interest. One American company invested 
in a commercial agricultural project during 1986. 


Implications for the United States 


The current state of Zambia's economy makes trade and investment 
difficult. Following a surge in 1984 due to an aircraft sale, 
U.S. exports to Zambia dropped off significantly in 1985 and 1986 
because of the country's reduced ability to finance imports. The 
United States, however, continues to be an important supplier of 
mining and agricultural products to Zambia. The potential for 
U.S. sales of mining equipment remains high. In theory, ZCCM, the 
sole copper mining company, is allowed to retain a specified 
portion of its foreign exchange earnings in order to rebuild its 
stock of mining equipment and spare parts. In practice, because 
of the overall foreign exchange shortage facing the country, ZCCM 
has received significantly less foreign exchange than its 
allocation. Improvement in ZCCM's foreign exchange position 
should improve prospects for mining equipment sales. Other 
products with the best prospects over the next few years will be 
agricultural equipment for medium to small farms, food processing 
machinery and equipment, transport equipment, particularly medium 
to large trucks and trailers, and the hotel/restaurant/tourist 
industry. 
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Zambia receives roughly $400 million in concessional foreign 
assistance per annum, much of which comes from World Bank and 
African Development Bank projects for which U.S. firms are 
eligible to tender. These funds offer an important source of 
financing for commercial sales to Zambia. Over the last 10 years, 
Zambia has benefited from one of the larger U.S. economic 
assistance programs in sub-Saharan Africa, totaling over $400 
million in commodity import loans and grants, food aid (PL-480), 
and technical assistance. U.S. aid is primarily focused on 


Zambia's agricultural sector and in support of macroeconomic 
reform, 


Annual trade events, such as the Zambia International Trade Fair 
or the Lusaka Agricultural and Commercial Show, offer excellent 
opportunities to meet Zambian and regional business people, review 
competition, and test market receptivity to new product offerings. 


The U.S. Embassy in Lusaka (Independence and United Nations 
Avenues or P.O. Box 31617, Lusaka; Tel.: 214911) has an 
economic/commercial officer and a small commercial staff to aid 
American businesses in Zambia. 
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